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Over-all Limitation Will 
Cut Real Estate Taxes 


Property Taxes Won’t Go Higher and 
Higher If You Build a Ceiling They 
Can’t Get Through, Says This Writer 


he problem of obtaining a tax sys- 
tem fair to real estate is about 2,000 
years old. 

In the early days of our country, 
land was the chief, almost the sole, 
source of income. To tax real estate for 
the entire support of government was 
logical. With the transition from an 
agrarian to an industrial economy, this 
practice is no longer just. Not only un- 
just, but, it is also economically un- 
sound. Financial dependence of our 
governments on real estate taxes is lead- 
ing to community bankruptcy. Com- 
munity credits are shaky. Police, fire, 
education, sanitation, and_ recreation 
services are endangered. 

Even more startling is the utter de- 
struction of one of the basic principles 
upon which our country was estab- 
lished. I refer to the right of the indi- 
vidual to own his own home, or farm, 
or factory, or hotel, or apartment 
building. I do not remember that we 
ever, by popular vote, deliberately 
granted the power to the tax collector 
to seize and confiscate our homes. 

Yet in thousands and thousands of 
instances real estate has “reverted to 
the state” because the burden of taxes 
was too heavy for the owner to carry. 

Whence came this power to levy 
taxes beyond our ability to pay? And 
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then to seize our properties when we 
failed to pay? Even the supreme federal 
authority does not presume to go so 
far in enforcing payment of its taxes. 





R. HOLMES is Assistant to 

Chairman Myers Y. Cooper 
of the National Committee on 
Real Estate Taxation who will 
preside at the forthcoming tax 
conference in Washington, an- 
nounced in these columns last 
month. His discussion of the 
over-all limitation plan is timely 
in that it will no doubt receive 
considerable attention at this 
meeting which is being spon- 
sored by MBA and other organi- 
zations. His article recalls the 
one we published in the Decem- 
ber Ist issue by J. W. Wheeler 
which gave a detailed account 
of Washington’s 40-mill tax law. 





Real estate isn't unwilling to pay 
taxes. Real estate owners, as a matter of 
fact, are the most willing financial an- 
gels of government. They pay taxes on 
their real estate; they pay income taxes 
on the income it produces for them; 
they pay sales taxes on merchandise 
sold in their real estate; they pay special 


taxes to build streets and roads which 
pass their real estate but are used by all 
citizens. If all the taxes which are levied 
against the owner of one parcel of real 
estate could be piled up visibly, the 
pyramid would be a sight more awe- 
some than the Egyptian pyramids. 

We all know real estate is dispropor- 
tionately taxed, that real estate taxes 
are beyond the ability to pay, and that 
real estate is willing to pay a possible 
and fair portion of the costs of govern- 
ment. 

How can this problem be solved? 

There are as many answers as there 
are taxpayers! That's one of the factors 
which ruthless politicians have been 
quick to see and use to their selfish ad- 
vantage—the fact that it is easy to get 
taxpayers so embroiled in arguments 
among themselves about which road to 
take that they don’t take any! 

Scores of plans have been tried. Real 
estate Owners were persuaded to sup- 
port sales taxes because it would reduce 
real estate taxes. Well, it did. But did 
they stay down? 

They did not! To meet the ever- 
increasing demands for funds to finance 
additional government activities real es- 
tate taxes are raised. 

Real estate is the only tax source on 
which there is no ceiling—what the tax 
spenders term a “flexible medium.” Other 
taxes are limited—so many cents on a 
gallon of gasoline; a definite legal per- 
centage of retail sales, etc. But with real 
estate the sky is the limit! 

It was this line of reasoning which 
led several states to experiment with 
limiting the amount of taxes which 
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could be levied on real estate. In Illinois 
they tried by trying to set a definite 
limit on each of the multitude of levies. 
Most states have tried that. It didn’t 
work, 

Then some of the states which were 
not averse to new experiments said 
“Why not put a ceiling over the entire 
real estate tax—an over-all limit beyond 
which the total of all taxes levied 
against a piece of real estate cannot go?” 

They did that. They found it would 


work 


Nine States Have It 


Today there are nine states which 
have either a statutory or a constitutional 
provision limiting the total tax which 
can be levied against real estate 

Those states, in my opinion, are far 
thest on the road to a complete and 
satisfactory solution of the tax problem. 
So satisfactory has been their experi 
ence, there are to my knowledge 20 
other states which are actively planning 
to obtain similar action in next year's 
legislatures 

What were the results? 

Seven of the states enacted over-all 
limitation measures in 1931 to 1933 

In those states in that period the an 
nual real estate taxes were reduced 
more than 200 million dollars 

In those states the total cost of govern 
ment—the gross amount of all taxes for 
state, county, and local purposes—was 
reduced by nearly 100 million dollars 

In most of those states wealth which 
had been escaping taxation was forced 
to contribute to the costs of govern 
ment 

In those states tax delinquencies start 
ed declining—people found it possible 
to pay taxes and did so 

In those states the basis of financial 
support of the schools was broadened 
and the threat of educational bankrupt 
cy removed. 

I am presently re-studying the effects 
of this plan in all the nine states. Let 
me give you the complete picture in 
one state—Washington. Its wealth is 
from natural resources, agriculture, 
commerce, manufacturing, shipping. It 
has one major city, with many smaller 
cities and scores of tiny communities. It 
has its political ills; its labor problems; 
its share of radicals and crackpots. 

But here is the taxation picture in 
the State of Washington: 

In 1931 property taxes were $80,000, 
000. In 1939 they were $41,000,000. 

In 1931 ALL government cost $100, 


April 1, 1940 


000,000. In 1939 ALL government cost 
$98,000,000, including the tremendously 
increased costs of relief, and other social 
security measures which have newly been 
added to the functions of government. 


It is remarkable, too, to note that the 
property tax is steadily declining from 
year to year. Here is the reason for that: 
When a limitation measure is first enac 
ted no change can be made in levies 
for debt service, interest and retirement 
of bond issues outstanding. These bonds 
must be retired, and as they are retired 
the levy each year reflects the lesser 
amount necessary for debt service. 


The major new taxes enacted by 
Washington to meet increased costs of 
government are taxes on beverages, re- 
tail sales, fuel oil, business, cigarettes, 
etc. The tax spenders have not found it 
easy to levy new taxes. Each new tax 
affects an additional number of citizens. 
These citizens want to know what it’s 
all about—they don’t blithely allow the 
legislature to spend money with the 
thought in the backs of their heads 
“Oh, well. Let ‘em tax real estate to 
pay for it.” That can't be done in 
Washington any more. 


One other item about Washington. 
The limitation measure out there has had 
to be enacted through the initiative and 
referendum because the politicians would 
not do it. It has been on the ballot four 
times at two year intervals and has car- 
ried overwhelmingly — something like 
three to one. The people like the system, 
and seem to be even more in favor of it 
each time it is presented to them for 
their votes. 


A City Tries It 


Pretty much the same story will be 
told of the other states—Indiana, Ohio, 
Michigan, Oklahoma, New Mexico, 
Rhode Island, West Virginia, and Ne- 
vada. It will vary, of course. Some of 
the limitation laws are weak, and es- 
pecially those which are laws instead 
of constitutional amendments, and 
hence subject to the whims of each state 
legislature. 


This is the report from an entire 
state. Let’s see what the situation is in 
a specific city. Recent reports from Sag- 
inaw, Michigan, where they have been 
operating under a 1% percent limita- 
tion for some six years, denies statements 
that the essential services have been crip- 
pled—-schools, police, fire, sanitation, etc. 

or that there has been any delay in 
making needed capital improvements. 


The city boasts of the fact that al- 
though its share of the $1.50 over-all 
limit is only 67'4c, they have been able 
to pay off about half a million dollars 
of indebtedness annually, that they are 
on a cash-and-carry basis as far as main- 
tenance and improvements are concern- 
ed, that the 1939 to 1940 rate is the 
lowest rate in a century and the real 
estate taxes today are about half what 
they were ten years ago. 

Now, let’s see what an individual 
real estate taxpayer has to say. 


“Them Politicians” 


A letter from a home owner in West 
Virginia says: “Don't listen to them 
politicians. Before we adopted a limit 
on our taxes, I used to pay $100 to $125 
each year. Now my taxes is only $60 
a year. I think it is a great thing.” Let- 
ters of this kind can be multiplied by 
the score from the owner of a little cot- 
tage to the millionaire owner of vast 
holdings. 

I was one of the original advocates 
of over-all limitation of real estate taxes. 
I've followed it since it was “only a 
gleam in its father’s eye”—it looked 
good as a theory. It looks just as good 
today with years of actual experience 
to its credit. 

I recognize that it’s not a complete 
program. I recognize that in many states 
many other steps have to be taken si- 
multaneously—revision of the outland- 
ish assessment procedure which permits 
assessments varying from 24 percent 
of true value to 100 percent of true 
value when the law calls for assess- 
ment on 100 percent basis; a careful 
study of what limit should be placed 
as the ceiling; a study of possible econ- 
omies in government so that it would 
not be necessary to levy too many new 
taxes; a study of the possibilities for re- 
placement levies. 

Soon, mortgage men will have the 
benefit of the experience of the first 
national conference on real estate tax- 
ation which the Mortgage Bankers As- 
sociation is helping to sponsor. 





The United States needs and must 
have a well integrated legally and eco- 
nomically feasible mortgage finance sys- 
tem, independent of government finan- 
cial support or control. When we speak 
of democracy, we shall give more mean- 
ing to this much misunderstood term if 
we develop a system of mortgage financ- 
ing which shall make possible the widest 
participation in investment opportunities. 
—‘Observer™ in Real Estate Magazine. 
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Will Low Cost Housing Become 


a Profitable Investment? 


It’s Profitable Now, Says This Public 
Official, and Suggests That Banks and 
Life Companies Weigh the Advantages 


O one knows what the cost of pro- 
N ising subsidized houses for the 

low income group would be. Many 
have estimated. It is thought that it 
would cost one and a half billion a year. 
There just isn’t that much money 
around. Subsidized housing is neces- 
sary. Considerably more money than is 
now spent should be put into it. But 
private as well as Government resources 
must be utilized to the full extent if real 
progress is to be made. 

The insurance companies and banks 
are in a position to make a substantial 
contribution towards the improvement 
of housing for the low income groups. 
They can also assist materially in pre- 
venting the extension of blight in our 
cities and even to a lesser degree, in the 
clearing and rebuilding of slum areas. 

There are obvious limitations to any 
help that the financial institutions can 
give. Our insurance companies and our 
banks hold the public moneys in trust. 
Neither those who manage the financial 
institutions nor those who supervise 
them have any right to gamble or spec- 
ulate with or in any way imperil the 
great reservoir of the savings of the 
public. Our first duty, and that is a 
solemn one, is to see that these funds 
are invested in the safest security which 
it is possible to find. We have no right 
to aid social and philanthropic move- 
ments in which we are interested unless 
the investment is safe and sound and 
compares favorably with the best that 
can be obtained in the investment 
market. 

Within this limitation, which must 
be clearly understood and scrupulously 
observed, I believe there is a proper 
and legitimate field for the investment 
of a reasonable and limited proportion 
of the funds of financial institutions in 
large-scale, well-planned, centrally lo- 
cated developments. They must be 
strong enough to produce economies in 
construction and management and to 
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maintain values even in the face of pos- 
sible deterioration in surrounding neigh- 
borhoods. The rents must be sufficient- 
ly low so that there will be a constant 
and steady demand for occupancy. 





Me PINK is New York 
LVR State’s Superintendent of 
Insurance and Treasurer of the 
National Public Housing Con- 
ference. He has long been inter- 
ested in the problem of provid- 
ing low cost housing for our low 
income groups and has written 
and spoken extensively on the 
subject. Here he takes the view 
that some of the banks’ and life 
companies’ funds can be profit- 
ably invested in low cost hous- 
ing but warns that such invest- 
ments must be made with the 
same care and caution these in- 
stitutions employ in making 
other commitments. 





The greatest difficulty which today 
confronts the banks and _ insurance 
companies is the safe investment of 
funds. They are burdened with a large 
proportion of cash for which it is difh- 
cult to find suitable investment. In our 
department, we must keep in close 
touch with real estate conditions, not 
only in New York but all over the 
country, because of the spread of life 
insurance and our effort to supervise 
efficiently. Real estate mortgages have 
always been considered one of the best 
and safest investments for funds of this 
character. 

Many trends are noticeable today 
which are not favorable to the im- 
provement of the real estate and mort- 
gage market. There is increased com- 
petition for mortgage investments, some 
increase in building costs, a tendency to 
use good locations for inferior purposes, 


continued high rate of unemployment 
with subsequent limitation of buying 
power. There is still much undigested 
property in the hands of the insurance 
companies and banks which they have 
been unable to sell. But most important 
of all, and the most dangerous, is the 
continued spread of blighted or devas- 
tated areas, not only in farming com- 
munities but in the centers of our great 
cities. 

This increase of blight is of immedi- 
ate concern not only to city govern- 
ments which lose tax revenues, but to 
the lending institutions. All of our 
great companies have very substantial 
and widespread investments in mort- 
gages in the large cities. Some of these 
have been converted into real estate. 
Our companies are vitally interested in 
maintaining the values of their invest- 
ments so that policyholders may receive 
everything that is due them. The ex- 
tension of the blighted areas not only 
makes it difficult to collect interest and 
rents in these sections, but has a ten- 
dency to detract from the underlying 
value of all real estate and mortgages in 
the community. 

The great strength of the life com- 
panies, and also to a very large extent 
of the banks, has been the diversity of 
investment. It is my belief that a small 
percentage of assets may, with safety 
and with profit to everyone, be invested 
in low rental housing located in the cen- 
tral districts of our cities. 

The Metropolitan Life Insurance Co. 
invested some seven and one-half mil- 
lion dollars in low rental apartments in 
Long Island City in 1922, when there 
was a housing shortage, at a rental of 
$9 a room. The property has already 
been amortized to the extent of some 
two million dollars out of earnings, and 
there has been a net average income 
of about 4 percent during all of this 
period. The company is now engaged in 
the largest and probably the best low- 
rental development in this country or 
perhaps anywhere. It is known as 
Parkchester and is located on the out- 
skirts of New York City. It will cost 
some $50,000,000 and will be a city in 
itself of some 40,000 inhabitants. Every 
effort has been made to create, not a 
group of tenements, but a community 

(Continued on page 7, column 2) 
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Is “Liberalization” Ahead in 
the Farm Mortgage Field? 


Some Thoughts and Observations on 
Current Events in the Farm Lending 
Business; the FCA Has Its Troubles 


OT in a long time has the farm 
mortgage business received as 
much public attention as it is get 
ting today—what with the TNEC'’s re 
view of farm lending practices of the 
past, the Wheeler-Bankhead-LaFollette 
plan to make the land banks self-sup 
porting, and the controversy raging 


around the FCA. 


Probably the most significant ques- 
tion that interests MBA members is the 
one that the TNEC counsel himself 
has asked. He inquired as to what will 
happen in farming and farm financing 
if the insurance companies fail to re- 
sume lending on farms to the same ex- 
tent they once did 


Many in MBA feel that the farm 
mortgage business, or at least a part 
of it, can be recaptured for private 
lenders and are considering plans for 
an exploration into the subject to de 
termine how it can be done and what 
paths to take. (See last issue page 8.) 


Attention has also centered on FCA 
Its independence has disappeared, some 
say, and a bill to restore that indepen 
dence is headed for congress sponsored 
by Senator Gillette of lowa. Numerous 
farm organizations are said to be 
behind Gillette. Dr. Black of FCA sees 
no “softening of credit” in the recent 
changes within this six billion dollar 
agency: 


The Special Case 


“The FCA is taking the broad social 
view that its duty is to help farmers be 
come landowners, even if it has to adopt 
special measures to help them. These 
special methods are being urged only 
after careful study of the individual bor- 
rower’s condition indicates that his reg 
ular installments and delinquencies are 
heavier than he can meet from the nor 
mal production of his farm, and cannot 
be handled by the Land Bank’s usual 
methods of treating delinquencies.” 

What started the FCA affair any 


way? Chronologically, the events, as 
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the American Banker reviews them, 
came in about this order: 


“About a year ago, in the first reor 
ganization bill, the President placed the 
FCA under the Department of Agri- 
culture. This put the responsibilty of 
the FCA in the hands of Secretary Wal- 
lace. At the time of the bill's proposal 
this was news to Mr. Wallace, and he 
soon after declared that he would not 
deprive the FCA of its autonomy. 


A Changed Policy 


“Nevertheless, last year, Secretary 
Early, of the White House, intimated 
that the Department of Argriculture 
was going to take over the FCA ‘lock, 
stock and barrel.’ F. F. Hill, Governor 
of the FCA, resigned. In his place, 
President Roosevelt appointed A. G. 
Black, a director of the department of 
marketing and regulatory work of the 
Department of Agriculture. It was re- 
ported that Mr. Hill's resignation came 
as a result of disagreement on the future 


of the FCA’s lending policy. 


“Mr. Hill said that he thought the in- 
tegration of the FCA with the Depart- 
ment would end in destroying the 
soundness of the farm credit system. 
Mr. Wallace, however, again stated that 
the FCA would continue as an auto- 
nomous body and promised that the 
program would be administered in a 
way that will completely safeguard the 
equities of borrowers and _ investors. 
One difference, naturally, in the new 
set-up would be that the Governor of 
the FCA would answer to him instead 
of to the President. 


“During the last three months of 
1939 there were no foreclosures of 
Land Bank mortgages. This was un- 
doubtedly a step in the direction of a 
liberalized policy to borrowers, brought 
about by political pressure. However, 
it must be borne in mind that in many 
cases these mortgages, while delinquent, 
have been fully discounted already, and 


that any payment the Land Banks get 
from most of these mortgages is pure 
gravy. 


If the Worst Comes 


“If worst comes to worst and the lib- 
eralization policy impairs the earnings 
of the Land Banks, it is almost impossi- 
ble to believe that the Government will 
allow the banks to default on the prin- 
cipal or interest of their bonds. First 
reason—the Federal Farm Mortgage 
Corp., Production Credit Corp. and 
Production Credit Associations own a 
total of $862,000,000 Land Bank bonds. 
Second reason—the Government owns 
52 percent of the Land Bank stock. 
Third reason—if the Government al- 
lowed the obligations of one of its agen- 
cies to default, you can rest assured 
that it would not be long before it was 
throwing in the sponge on all obliga- 
tions, direct or guaranteed.” 


No one thinks for a minute that the 
latter possibility will materialize—for a 
long time at any rate. 


The Wheeler - Bankhead - LaFollette 
proposal is a plan to make the land 
banks self-supporting yet reducing in- 
terest rates to farmer. 

Their bill does not affect interme- 
diate credit banks, production credit 
corporations or associations or co-opera- 
tive banks. Its principal provisions 
would: 

1. Reduce the present 3% percent 
land bank loan interest rate and the 4 
percent rate on commission loans to a 
flat 3 percent. 

2. Provide a “fair and practical” 
method of refinancing farm mortgages 
where the debt exceeds the “fair value” 
of the farm or where the annual mort- 
gage payments exceed the nomal in- 
come. 

3. Decentralize the administration 
of the system by increasing duties and 
responsibilities of local farm loan as- 
sociations. 

According to government estimates, 
in 1939, insurance companies held 12.6 
percent of the total farm mortgages 
outstanding, exceeded only by the 27.9 
percent held by Federal Land Banks. 


Commercial banks held only 7.3 percent 
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of the outstanding mortgages. “Miscel- 
laneous” holders, including private lend- 
ers, trust funds, corporations, savings 
and loan associations, etc., account for 
most of the remaining farm mortgages. 


Decline of Farm Loans 


Farm mortgage indebtedness reached 
a peak in the early twenties and then de- 
clined steadily from 1925 to 1939, when 
it dropped to $7,077,000,000. The peak 
of the life insurance company holdings 
of farm mortgages was in 1928— 
$2,173,000,000. In 1938 insurance com- 
panies foreclosed 2.9 percent of the 
mortgages they held, while the Federal 
Land Banks foreclosed 1.4 percent and 
commercial banks 2.5 percent. The com- 
parable figures for 1934 were 9.3 for 
insurance companies, 0.5 for the land 
banks and 3.7 for commercial banks. 


Dr. William G. Murray, of Iowa 
State College at Ames (he spoke at our 
Detroit convention) was a witness at 
the TNEC hearing and declared that 
one reason why foreclosures by the 
FCA have been low was that purchasers 
of the farm land were scarce and the 
only hope the Administration had of 
getting its money back was to keep the 
farmer on the land until he could get on 
his feet again. He said that only an in- 
crease in farm prices can “bail out” 
many of these loans. 


Some highly interesting data came 
out of the Washington hearings. For 
example, one life official said his com- 
pany received a gross revenue of 9 per- 
cent on Iowa farms with a book value 
of $3,909,000 during 1938. 


Another outlined a plan by which 
farmers whose mortgages have been 
foreclosed may repurchase the land 
without down payment under an operat- 
ing contract under which the insurance 
company and the farmer divide the 
crop equally. This plan is gradually be- 
ing extended to farmers other than the 
former owner of the land. 


One official told of a somewhat simi- 
lar plan under which any capable and 
experienced farmer can purchase a 
tract for a down payment as low as 3 
percent of the purchase price. 


One official expressed the opinion 
that the serious farm price situation 
of 1933, with its accompanying high 
foreclosure rate generally, would have 
been much prolonged had it not been 
for the measures undertaken at the time 
by the government. 


FUTURE OF THE SINGLE PURPOSE LOAN 


What are mortgage lenders doing to- 
day with single-purpose loans? 

After the MBA convention last Fall, 
that was a much discussed subject. MBA 
members were queried shortly after- 
wards on whether they had “adequate 
funds with which to finance industrial 
properties and improvements classified 
as single-purpose buildings such as 
churches, theaters, hospitals, gas stations 
etc?” 

The results of that survey have not 
previously been announced in these 
columns and they be surprising to some 
and not at all surprising to others. 

Slightly more than 76 percent of the 
MBA members replying say that they 
do not have adequate funds for this 
type of loan, nearly 18 percent say that 
they do and another 6 percent are on 
the fence or “don’t know.” 








“If it were not for the farm aid meas- 
ures put into effect by the federal gov- 
ernment,” he declared, “farm prices 
would still be near 1933 levels and there 
would have been a great many more 
foreclosures.” 

He added: “I think it is ridiculous to 
assume that the federal government can 
ever let loose the farmer's hand until 
agriculture once again returns to a 
sound basis with a reasonable price 
level.” 

Since 1932 one life company has 
made $25,000,000 worth of farm mort- 
gage loans but has forclosed on only 
five and has acquired only one new 
farm. 

Ralph C. Limber, secretary of the 
Farm Mortgage Conference of Insur- 
ance Companies, said that farm fore- 
closures by insurance companies reached 
a peak of $70,000,000 in the first half 
of 1932 and then declined to $10,000,- 
000 in the first half of 1938. Acquisi- 
tions of real estate reached a peak of 
$54,000,000 in 1933 and then declined 
to about $17,000,000 in 1938. 

Many see, in the current efforts to 
further liberalize farm mortgage terms 
as they apply to government agencies, a 
hint of what may be expected in the 
city mortgage field. The bills to “liber- 
alize’” HOLC terms continue to be in- 
troduced in Congress. As President 
Shutz pointed out in several of his ad- 
dresses in Pacific Coast cities last month, 
the “emergency is over”. 

Some politicians, however, seem not 
to realize that fact. 


Many members expressed great en- 
thusiasm for this type of loan and do 
not see why mortgage bankers cannot 
participate in lending of this sort—but 
they don't have the funds. Other mem- 
bers, on the other hand, said “plenty of 
money for everything but this.” 


One member declared this type of 
financing was, in a sense, something 
new in that it represented a new de- 
parture and that mortgage men had best 
bestir themselves and get entrenched 
in the field before others did so. 


Of current interest are the two 
articles written by Hugh Riddle of 
Riddle & Riddle of Chicago, members 
of MBA. Mr. Riddle also conducts the 
regular weekly column, “Boxing the 
Compass” in The Economist of Chicago. 


“Since there is not a great deal mort- 
gage bankers can do to speed up the 
revival of the building industry in the 
residential and commercial fields, it 
would seem the best solution to the 
problem might lie in finding new fields 
to conquer. That this matter is receiv- 
ing attention is evidenced by the fact 
that one of the questions recently sub- 
mitted to the Mortgage Bankers Asso- 
ciation of America for discussion at its 
recent Mortgage Clinic in Chicago con- 
cerned the difficulty of finding outlets 
for conservative loans on single purpose 
income properties. 


The Theory and the Practice 


“Theoretically, any piece of property 
with an income reasonably assured for 
a sufficient length of time should be 
proper security for a loan in some 
amount. For various reasons this is not 
true as a practical matter, but, neverthe- 
less, might serve as a target at which to 
aim. 

“Probably the main difficulty with the 
special purpose loans is the difficulty of 
being sure of the continuity of the in- 
come, and this, in turn, is often due to 
the fact that the mortgage man and his 
investor do not know enough about the 
special business involved to be sure of 
their ground. For example, many offices 
make filling station loans where a lease 
signed by a major oil company is as- 
signed as additional collateral. 

“It is extremely difficult to get a loan 
on a filling station where such a lease is 
not available, and yet we all know that 
many independent filling stations are 
successful and have been so over a 


(Continued on next page, column 1) 
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Trends In Mortgage Lending 


From the point of view of the mort 
gage lender the most significant trend 
today is toward a more refined analysis 
of the mortgage risk. The lender has 
ceased to look upon a mortgage trans 
action as primarily the taking of col 
lateral. The value of collateral is a sig 
nificant aspect of any secured loan. But 
the resort to collateral is a resort of 
desperation, and mortgage lending offi 
cers are considering it in this light. 


They take precautions, therefore, to 
assure themselves that the borrower has 
an equity in the collateral. But they no 
longer appraise the property from the 
point of view of the ratio of the loan 
to the value of the collateral. 


Other aspects of the risk which are 
receiving an increasing amount of at 
tention are the credit of the borrower, 
the relation between the debt service 
and the probable ability of the borrower 
to meet that service and other financial 
obligations of the borrower and the 
drain which they make on his financial 
resources, the spending and paying 
habits and reputation of the borrower, 
and the probabilities of the continued 
capacity of the borrower to meet his 
obligations. 


The second most important trend is 
the extension of the use of amortization 
in connection with mortgage loans, par- 
ticularly those secured by single-family, 
owner-occupied homes. The rapidity 
with which this principle has been 
adopted is due in some measure to the 
fact that the principle is a logical one. 


Amortization Trend 


The source of repayment of a loan se 
cured by a single-family, owner-occu- 
pied home, is certainly the income of 
the family occupying the home. This 
income comes in smail amounts, at fre 
quent intervals of payment. If the debt 
is to be discharged, therefore, it seems 
realistic to assume that it should be dis 
charged out of income and at such inter- 
vals as the income is received. Thus 
amortization is becoming more and 
more frequently linked with monthly 
payments. 


The significant problem of the bor- 
rower is that of securing sufficient 
credit to carry through his transaction 
under conditions which he can meet. It 
has been of minor concern to him 
whether those obligations were repre- 


sented by a single instrument or a mul- 
tiplicity of obligations. When he de- 
faulted in any of his obligations he was 
a mortgagor in trouble, and a mort- 
gagor in trouble is a mortgage in trou- 
ble. It seems to me that the emphasis 
should be placed upon the maintenance 
of an equity on the part of the borrower 
in his collateral which is sufficient to 
provide an incentive to him to maintain 
his obligation in good standing. 


It appears to me that any type of 
lending institution may not only make 
an adaptation but can also make a large 
contribution toward mortgage lending 
practice by an active effort to influence 
trends. In fact, it appears to me to be 
a responsibility of mortgage lending 
officers to actively exert such influence 
as they can upon the trends. I cannot 
resign myself to a fatalistic position. In 
some measure I believe we are archi- 
tects of our own future and that by in- 
telligent analysis of the implications 
involved in our every-day jobs we can 
intelligently influence social, economic 
and political trends.—Dr. Ernest M. 
Fisher, ABA Director of Research in 
Mortgage and Real Estate Finance. 





SINGLE PURPOSE LOANS—A KEY TO NEW MORTGAGE FIELDS? 


period of years, The added responsi 
bility of the oil company is, of course, 
an important point, but the difficulty 
seems also to lie in the fact that we do 
not know enough about the oil business 
to judge a filling station location on its 
own merits. 

“I know of one insurance company 
which was offered a loan of approxi 
mately $300,000 on a steel plant and 
rejected it, but later participated in a 
bond issue of nearly double the amount 
secured by the same property. The 
amount involved had nothing to do 
with the rejection, and the insurance 
company explained afterward that it 
was a question of the expense of the in 
vestigation, and that if its correspon 
dent had been in a position to submit 
as thorough a report on the security 
and business of the borrower as did the 
investment bankers who later under 
wrote the bonds, the entire loan might 
have been purchased in the first place. 

“Thus, the answer to the whole thing 
appears to be experience and a thorough 
knowledge of the special purpose busi- 
ness which one proposes to finance. 
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I believe that any loan correspondent 
who could demonstrate such familiar- 
ity and make submissions showing a 
reasonably safe prospect of a profitable 
future based on thorough knowledge 
and a competent investigation would 
find its institutional investors in a much 
more receptive mood toward special 
purpose loans. 


“Pretty Large Order” 


“This is a pretty large order, particu- 
larly where there is not enough in- 
volved to justify an expensive inde- 
pendent investigation, but the answer 
should lie in the specialized study of a 
particular field which would make the 
work on each individual case less ardu- 
ous. An office might specialize in one 
particular type to begin with and, if 
successful, would be amply repaid in 
the knowledge that it held the key 
needed to open new fields for the mort- 
gage banking business.” 

Here are a few typical comments 
from MBA members on special purpose 
loans: 


A Far Western member said “appli- 
cants want to borrow too much.” An- 
other from New York state said that he 
felt funds were available for gas station 
loans but that others were not good 
risks in his community. 


A Florida member declared it was 
“hard to get this class of loans” and a 
member from Milwaukee said that most 
applications he had received were for 
“trouble” situations. 


A Nebrasaka member said “there 
were plenty of funds available but I do 
not want this kind of business.” A Chi- 
cago member replied “No funds avail- 
able, in most cases. This is a serious 
problem. They must be financed yet 
many perfectly sound projects are difh- 
cult. Mortgage bankers must solve this 
problem before someone else does.” 

A Detroit member said he had 
“plenty of funds available for every- 
thing but this type of loan.” 

An Indiana member said that “Of 
course, financial institutions (banks) are 
not interested in this type of security.” 
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Deficiency Judgments and 
Moratorium Laws 


Widespread enaction of state mora- 
torium laws of the past decade has not 
adversely affected the nation’s mort- 
gage credit, according to the recent 
MBA study. This is the view of nearly 
52 percent of the members in 64 cities 
in 31 states. Nearly 38 percent believe 
that this type of legislation has hurt 
the mortgage credit structure some, 
while more than 10 percent ventured 
no opinion. 

Based upon the data, the effects of 
moratorium laws have been most unfa- 
vorable in Middle Western and Far 
Western and Mountain states where 46 
percent of the members voiced this 
view. 

The composite opinion represented 
by the study, according to President 
Byron T. Shutz, seems to be that the 
necessity for this type of state legisla- 
tion has long since passed. 

“Moratorium laws were the result of 
the worst economic depression this na- 
tion ever experienced. For the country 
generally, the emergency that ushered 
them in has long since passed.” 

Abolishing deficiency judgments like- 
wise will not adversely affect mortgage 
credit according to the view of nearly 
57 percent of the MBA members. 
Nearly 42 percent, however, think the 
effect will be unfavorable, while nearly 
2 percent expressed no opinion. 

Operation of Ohio's deficiency judg- 
ment law which went into effect last 
summer is being watched with interest 
throughout the nation. This new act 
prohibits issuance of deficiency judg- 
ments where the real property given as 


security consists of a home or farm 
dwelling, for not more than two fam- 
ilies, or a homestead. Certain excep- 
tions are made with respect to credi- 
tor’s bills. 


North Carolina has adopted provi- 
sions which slow up the operation of 
deficiency judgments. The Pennsyl- 
vania Real Estate Association for some 
time has been considering a deficiency 
judgment act. 


Almost 8,000 private financial institu- 
tions held FHA insured mortgages as 
investments at the end of last year. The 
total was over 1% billion dollars. Com- 
mercial banks and insurance companies 
are the largest investors in FHA insured 
mortgages. About a fifth of the total 
was held by insurance companies. 


The number of non-farm mortgages 
recorded in January totaled $258,516,- 
000, a gain of 8 percent over January, 
1939. This total, however, represented 
a decrease of 18 percent from Decem- 
ber, which is considered a seasonal de- 
cline. The detailed figures are: 


% of 

Type of Lender Jan. Volume Totdb 
Savings and loans.......... $74,933,000 29 
Banks and Trust Co.'s... 65,472,000 25 
EEE 46,781,000 18 
Insurance companies .... 22,059,000 9 
Mutual savings banks.... 10,032,000 4 
5 REE ee eye 39,239,000 15 





January foreclosures for non-farm 
real estate were at the lowest level since 
1926 and were 24 percent under Janu- 
ary, 1939. Eighty-five percent of the 
foreclosures were on homes, the rest on 
commercial properties. 





LOUIS H. PINK’S VIEWS ON LOW COST HOUSING 


(Continued from page 5) 


with ample open space and variety of 
architecture. 


However, this development, fine and 
desirable as it is, adds to the tendency 
to move the population out of the cities 
into the suburbs, creating a more seri- 
ous situation than ever in the older 
areas. Such developments in the future 
should, wherever possible, be placed 
where they will do the most good and 
where they will retain, in the city, social 
and economic values which come from 
healthy growth. 


In New York City, under what is 
known as the State Housing Law, we 
have invested some $30,000,000 in 14 
low-rental, State-supervised projects. 
They house 5,907 families. All of the 
developments have come through the 
depression in the black. Some, of 
course, have paid better than others but 
there has been no failure of any to pay 
the basic charges. They have earned an 
average of approximately 4 percent. 


The City and Suburban Homes Co., 
a private limited dividend company, has 
been in operation in the City of New 
York for 41 years and has paid average 
dividends of 4.65 percent during that 
period. A similar company in Boston, 
although much smaller, was formed 
some 63 years ago and has paid well 
over 3 percent. The Cincinnati Model 
Homes Co. was formed a quarter of a 
century ago and has averaged § percent 
dividends. Two limited dividend com- 
panies in Washington have averaged 
over 5 percent, one of them for 34 
years and the other 41 years. 


There are other requirements which 
must be met if the insurance companies 
and banks are to be of real help. The 
financial institutions cannot clear slums 
or assemble thousands of separate par- 
cels in order to make a suitable site. 
They cannot replan areas, tying them 
in with the general city plan, nor can 
they provide schools, parks, play- 
grounds and other necessary facilities. 
This the city must do. It must condemn 
the area, replan it, provide those ser- 
vices which are required, establish play- 
grounds which will service the commu- 
nity and cut down the cost of the land 
by permitting larger coverage. The city 
must do away with unnecessary streets, 
create super-blocks, and contribute the 
land thus saved to the enterprise. The 
site cleared and replanned, or such part 
of it as is not required for other pur- 
poses, may be sold to the insurance com- 
panies and banks for development. This 
is the minimum of co-operation that 
must be expected of the cities if the 
financial institutions are to lend public 
funds. 


The rents which will be achieved 
will be considerably lower than those of 
similar commercial structures, but they 
will also be very much higher than 
rentals in subsidized projects. The com- 
panies will not expect to make any 
profit. They will be satisfied with a 
reasonable return. They will manage 
and operate the projects for the public 
benefit. If the rents achieved are con- 
sidered too high, the cities must then 
give consideration to some practical as- 
sistance in the form of tax encourage- 
ment, unpopular as that may be. 
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| WOULD-BE LAWS | 





There has been a drop in the number 
of bills tossed into the congressional 
hopper this session, but there are still 
plenty of new legislative ideas in the 
more than a thousand that have been 
introduced. 

Many of those now pending hold 
great interest for MBA members. For 
example, Senator Barbour of New Jer- 
sey is the author of three new lending 
bills. Two would reduce the interest 
rate on HOLC mortgages from 5 per- 
cent to 3 percent and would provide a 
two-year moratorium on foreclosures of 
HOLC mortgages. 

The third measure would accomplish 
three purposes, namely, reduce the inter- 
est rate on HOLC mortgages, limit the 
interest rate collectible by institutions 
borrowing funds from Federal Home 
Loan Banks, and further limit the in- 
terest rate collectible on mortgages in- 
surable by the Federal Housing Admin- 
istration 

Representative Fitzpatrick of New 
York has offered a bill proposing to ex 
tend the amortization period of HOLC 
loans and reduce the interest rate of 
these loans to 4 percent. Representa 
tive O'Toole of New York, submitted 
a proposal to “protect borrowers and 
mortgagors under loans or mortgages in 
sured pursuant to the National Hous- 
ing Act against faulty workmanship or 
defective materials in the construction 
or alteration of homes.” 

Representative Jones of Texas has 
offered bills to amend the crop loan 
law relating to the lien imposed there- 
under, and to make permanent the re 
duced rates of interest on Federal Land 
Bank and Land Bank Commissioner 
loans. The latter passed Congress and 
was signed by the President 

Representative Knutson of Minnesota 
is seeking a permanent 2!/2 percent inter 
est rate on Federal Land Bank loans and 
a 3% percent interest rate on Land Bank 
Commissioner loans, while Representa 
tive Cooley of North Carolina is the 
sponsor of a bill which would provide 
for a permanent rate of 3/2 percent on 
Land Bank loans and a permanent rate 
of 4 percent on Commissioner loans. 

Senator Ashurst of Arizona has of- 
fered a bill which would further amend 
the Federal Farm Loan Act by doubling 
the limitation of loans to $100,000. Rep 
resentative Ferguson of Oklahoma pro- 
posed that the lending powers of the 
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Thoughts for Today of 
Mortgage Banking Tomorrow 


By FRED H. ALLEN 


The Bowery Savings Bank last year 
sought a method of freshly evaluating 
our mortgages. Wholesale “dollar-ap- 
praisal” of all of our investments would 
have given us only another set of fig- 
ures based on current earnings and sub- 
ject, of course, to individual differences 
of opinion on the part of professional 
appraisers. 

Besides, we wanted a more long-term 
picture of our holdings and a program 
to follow in the near future. We em- 
barked on a thoughtful and painstak- 





R. ALLEN is mortgage ana- 
IVE lyse for the Bowery Savings 
Bank of New York. The depres- 
sion brought into relief many 
real estate problems which had 
not heretofore been thought of, 
he says. Today is a good time 
for banks to re-evaluate their 
mortgage loans—and he tells 
how his institution did it. 





ing study of our mortgage loans which, 
although not yet finished, has already 
had striking results insofar as our own 
attack on this problem is concerned. 
Starting from the point of view that 
the economic and demographic back- 
ground of the buildings, homes, and 
industries in which we had invested 
was all-important to the security of our 
individual loans, we made a county-to- 
county survey of current conditions. 
Disregarding our own mortgages, we 
classified each county according to the 
real estate condition of its residential 
or industrial structures. We were thus 
able to superimpose our own mortgage 
portfolio against a community picture 
and classify it according to community 
conditions, showing blighted, transi- 
tion, static as well as improving areas. 





Farm Security Administration be made 
permanent. 

A proposal by Senator Smathers of 
New Jersey would extend to closed 
building and loan associations, and for 
the liquidation of assets of such associa- 
tions, “the same assistance that is now 
extended to closed banks and for the 
liquidation of their assets.” 


Here are several thoughts which may 
have great influence on the mortgage 
portfolio of the future: 

First, is the interesting proposition 
that mortgage lending may be control- 
led, in the future, according to actuar- 
ial standards of experience. This plan 
would be designed to protect the small 
borrower from rates which appear ex- 
cessive considering the security of 
many small loans. I imagine that it will 
be also considered to answer the charge 
that the largest mortgage loans with 
the greatest risk often receive the low- 
est rates. 

Second, is the reconstruction of 
some of our older communities, which 
we are facing for the first time in our 
history. Banking institutions will be 
asked to contribute aggressively to this 
movement which is needed to stem 
the tide of decentralization and blight. 

Third, is the proposition today that 
banks create and construct their own 
buildings, eliminating speculative build- 
ers and loaning competition. 

And, fourth, is the consideration of 
city and neighborhood planning com- 
missions which are growing up every- 
where, often with strong legal powers. 
Many of these groups seek the advice 
and cooperation of community institu- 
tions today and many, because they 
claim not to have found cooperation 
among banks, are sponsoring legislation 
which will have direct and heavy effects 
on mortgage portfolios. 

In short, we are about to re-plan our 
communities. The effect on our present 
mortgage investments is apparent. I 
think that this movement makes more 
complex our existing problems and pre- 
sents a distinct challenge. 

I believe that the leadership in these 
great problems of real estate today 
should fall, not on the social workers, 
the Chambers of Commerce, the small 
pressure groups, but on the responsible 
trustees of the wealth which is invested 
in real property and which will suffer 
most heavily by further disorganization. 

If the present and future security of 
thrift and insurance funds depend large- 
ly on the mortgage portfolios, why 
shouldn't the employed representatives 
of savings depositors take the initiative 
in protecting the real estate security? 








